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This dissertation addresses two empirical questions. First, to what extent can 
the three main capital structure theories, trade-off, pecking order and market timing 
explain the financing behavior of Chinese public companies? Second, does 
fluctuation in stock price affect firms’ real investment especially when changes in 
price aren’t driven by fundamentals? 
 We start by exploring the financing preference of listed companies, which  
makes up chapter two. Chapter three is an extension of chapter two, focusing on 
equity market timing behavior by managers. Chapter four examines the interactions 
between fundamentals, Tobin’s Q, net equity issuance and investment. Using 
impulse-response function and variance decomposition, we try to determine to what 
extent and by which channel that irrational stock market influences real investment. 
Chapter five concludes. 
 Our main contributions can be summarized as follows: 
 First, we find that the so called equity financing preference actually doesn’t 
exist. Our analysis shows that previous studies reached such conclusion because (1) 
they didn’t exclude the impact of IPO; (2) they overemphasized the dominant role of 
outside equity over long-term debt. 
Second, this paper compares the relative explanatory power of three capital 
structure theories. We find that in the short term financial deficit and market 
conditions are important factors affecting leverage dynamics. However, in the long 
run evolution of capital structure, target leverage plays a more important role, which 
suggests that in the long term financing behavior of firms is more consistent with the 
dynamic trade-off model. 
Third, we find that irrational stock price influences real investment mainly 
through catering channel, but its impact is rather limited. This finding has an 
important policy implication. It suggests that central bank should adopt a strategy of 
benign neglect when facing possible stock market bubbles, since bubbles don’t lead 














    By examining the applicability of the major investment and financing theories 
to Chinese public companies, this dissertation provides clues for further studies, and 
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（2003）和 Baker 和 Wurgler（2002）[5-6]对本文的影响最大。在对企业投资行
为的分析中，我们使用了面板向量自回归（panel VAR）的方法，这在很大程度
上是受到了 Gilchrist 和 Himmelberg（1995，1998）[7-8]和 Gilchrist，Himmelberg
和 Huberman（2005）[9]研究的启示。 
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